are therefore worthy of public support.
However sound in principle this justification may be, the existing property tax exemption imposes fiscal burdens on municipalities hosting educational institutions. 5 In an attempt to mitigate this adverse effect of the exemption, municipal governments and universities have entered into a variety of ad hoc "payment in lieu of taxes" agreements. The proposal has also been made that universities pay "service charges" to the municipalities in which they are located for the municipal services they consume. This Note will discuss the fiscal burden of the property tax exemption and analyze alternative responses to the problem. It will suggest that subsidization of private universities through the property tax exemption should be accompanied by direct state payments to local governments which host educational institutions. In addition, it will discuss valuation difficulties inherent in such a state payments ap- Some states exempt all property of qualified educational institutions regardless of the purpose for which the property is used. See, e.g., Dakota Wesleyan Univ. v. Betts, 47 S.D. 618, 201 N.W. 524 (1924) .
For a more detailed treatment of individual state statutes and case law, see A. BALK 443 (1966) . A related rationale often offered for the property tax exemption is that it is proper to subsidize institutions providing public benefits which, in the absence of such institutions, would have to be financed by taxation.
proach and will propose a procedure for the implementation of a workable plan.
I. The Property Tax Exemption and Alternatives
A property tax exemption is functionally equivalent to inclusion of the property in the tax base and subsidization of the taxpayer in an amount equal to the property's tax bill., One difficulty with distributing public moneys in this manner is that it is a crude means for ascertaining the proper size of the subsidy. The exemption fixes the subsidy at the level of a university's hypothetical tax bill, that is, the property tax bill that would be due if the university were not exempt from taxation. The appropriate level of subsidy, however, absent redistribution goals, 7 equals the value of public benefits that the university bestows upon the state and city in which it is located. 8 Since the hypothetical property tax is a function of factors largely unrelated to the level of educational activity, the property tax relief enjoyed by the university will only accidentally be of comparable magnitude to the benefits it bestows.
Despite these difficulties the property tax exemption has several advantages which recommend its continued use as a mechanism of support." The most important of these is the freedom afforded private educational institutions from interference by state officials. Further-6. See Property Tax Exemptions, supra note 3, at 292 n.383. Since taxation is necessarily a process of selection, however, to say that all property not reached by a particular tax enjoys a subsidy is to make a statement so broad as to be meaningless. For example, a tax on cigars cannot be meaningfully said to subsidize nontaxed automobiles. See Bittker, Churches, Taxes, and the Constitution, 78 YXLE L.J. 1285 (1969) . Implicit in the conception of an exemption as a subsidy is some a priori notion as to the normal boundaries of the tax. Since the property tax is a complete tax on all real property, an exemption for any form of property (except the public property of the tax base that bears the costs of the exemption) constitutes a subsidy. Hunter, Tax Exemptions-A Subsidy, 8 TAxES 332, 351 (1930) .
7. Redistribution goals do not appear to be important considerations for the property tax exemption. See cases cited note 4 supra.
8. Although private universities no doubt confer some benefits which are enjoyed nationally, this Note confines its focus to the relationship between the city and state and the fiscal burden imposed upon the city by the state-enacted exemption.
Federal assistance to higher education is, of course, extensive. For a comprehensive enumeration of the various types of government assistance offered to colleges and students, see A. BALK, supra note 3, at 178-79; PUBLIC AFFAIRS PRESS, GUIDE TO GRANTS, LOANS AND OTHER TyvEs OF Gov'T ASSISTANCE AvAILABLE TO STUDENTS & EDUCATIONAL INSTITUTIONS (1972) ; TUE FEDERAL GOV'T AND HIGHER EDUCATION (D. Knight ed. 1960) . Furthermore, the federal government indirectly supports cities that host educational institutions, since students are included in the population of that city for revenue sharing purposes. 31 U.S.C. § 1228 (Supp. II, 1972) . The proposed solution suggested in Part II could be modified to take account of federal costs and benefits. See note 68 infra.
9. The advantages and disadvantages of a property tax exemption as a mechanism of public support to universities are discussed more fully below, see pp. 189-90 infra.
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A more pressing problem stemming from the use of the property tax exemption as a subsidy to private educational institutions, however, is that enjoyment of university-conferred benefits is not limited to city residents.' 0 Such public benefits as art galleries, museums, community health programs, education and welfare programs, professional libraries, and post-secondary educational programs are enjoyed as well by state residents not living within the host city of the institution. As the term "public" suggests, these benefits are analogous to or substitutes for services normally provided by government agencies." The subsidy, on the other hand, is exacted from a local tax base and is equal to the university's hypothetical local property tax bill. The state generally pays nothing for the benefits enjoyed by state citizens who do not reside in the city.' 2 The university's property tax exemption can thus be viewed as a forced appropriation of municipal revenues-local taxpayers bear the costs of the exemption but have little influence in determining the size of the subsidy. 13 To the extent city dwellers pay for such benefits wealth is redistributed to state taxpayers living outside the city. This redistribution is in most cases inconsistent 13. Generally the municipality should determine the level of subsidy it wishes to offer the university. Efficient allocation of public goods requires that the political unit be coterminous with the tax base and the welfare area. See generally R.. MUSGRAVE, THE THEORY OF PUBLIC FINANCE 595-621 (1959) .
There is some justification, though, for state determination of the level of subsidy if a city is in a position to exercise monopoly powers over the university, as is in fact the case for most universities which have made so substantial a capital investment that relocation to a community willing to offer more adequate support is not a realistic possibility. As a consequence the city might offer less support than it would if it were vigorously competing with other cities for the public benefits attributable to a university. Such market imperfections, however, are no justification for exclusive reliance on the present exemption as a means to subsidize private universities. The present exemption is based not on the level of support a municipality would offer in a fair bargaining situation, but rather on the university's hypothetical local property tax bill.
with general distributional goals since -the central city typically conttins a greater than average concentration of the state's poor. 14 (1971) . This concern appears to be the motivation behind a proposed bill drafted by Yale University calling for federal and state payments reimbursing local jurisdictions hosting institutions of higher education. 20. In 1969 a study conducted by the American Council of Education found that thirty percent of 318 responding institutions made payments to local governments. See YALe/NEw HAVEN STUDY 1-4. A more limited study sponsored jointly by Yale Unicrsity and the city of New Haven found that fifty percent of a select number of colleges (thirty-three) had made some payment in lieu of taxes. See generally YALE/ NEW HAVEN STUDY. This Study was conducted in 1972 for Yale University and the city of New Haven as background for their negotiations to resolve the exemption problem. Although eastern and Ivy League schools were emphasized, the schools selected represented all types and sizes of universities and cities throughout the nation. The sample, however, was not chosen randomly: Any college in which there was a known agreement or controversy involving the tax exemption issue was contacted.
costs of the exemption. 21 Rather, they have reflected the relative bargaining strengths of the educational institutions and the municipalities, with the latter at a significant disadvantage since the statutory exemption permits the university to refuse to make any payments at all. In fact, it appears that the major reason universities make these payments is to protect the statutory exemption. By making token payments, universities can quiet the tax exemption controversy and avoid legislative action. Generally, however, the threat of taxation has not been very real 22 and in-lieu payments have consequently been relatively small. In certain cases the municipality has been able to improve its bargaining position by refusing administrative approval for planned university expansion until an appropriate payments agreement has been reached. Recently, for example, the city of Pittsburgh delayed a major project of the University of Pittsburgh by refusing to make the necessary zoning changes and by not granting certain construction 21. The payments in lieu of taxes alternative could make costs coterminous with benefits on the municipal level. One approach to achieve this goal would be to calculate the actual costs of the university to the city in terms of allocable, e.g., sanitation, and nonallocable, e.g., overhead, costs and to offset the total cost incurred by the reasonable payment the city would offer the university for public benefits. A second approach, which is functionally equivalent to eliminating the exemption, would be to calculate the university's hypothetical tax bill and offset this bill by the reasonable subsidy the city would offer the university. Problems inrolvcd in determining the hypothetical tax bill and reasonable subsidy are discussed infra. While each of these alternatives would go far to match costs and benefits on the municipal level, the university would still have to seek state support for benefits which accrue on the state level.
22. See p. 190 infra. 23. Most universities that make a payment in lieu of taxes either pay for a specific service or make a general token payment. Brown University pays Providence for city police at special university events and for the cost of connecting plumbing in its new buildings to existing water works. Interview with Frank Acker, Director of Public Relations, Brown University, and Paul Scheffington, University Counsel, in Providence, R.I., July 7, 1972. Cornell makes annual payments of $50,000 to Ithaca for fire protection and for municipal costs incurred in providing services to each student who is not a permanent resident of the district and who lives in married student housing. Toledo, June 26, 1972 . Wesleyan University pays Middletown for water, sewerage and sanitation fees. The university has an "ease-off program" for property which is permanently removed from the tax base. Under the program the university pays taxes on the property at a declining rate for several years after it is removed from the tax lists. YALE/NEw HAVEN STUDY 111-15. permits.
2
After lengthy negotiations the university agreed to make annual payments to the city. 2 5 Instances of this type of municipal pressure, however, are rare. 26 Cities fear that the universities may retaliate by curtailing the benefits that they provide to the community. 27 Nevertheless, as the need for additional municipal revenue grows, it is reasonable to expect that increasing numbers of municipalities will resort to the manipulation of administrative procedures to exact payments from universities.
28
The serious drawback of payments in lieu of taxes is that the state is not a party to the solution. A payment from the university to the city merely shifts the burden of the state's free benefits from city taxpayers to the university and necessitates university-state negotiations if the university is to recoup its losses.
Furthermore, in the absence of compulsory state standards, the negotiating process between city and university seeking the proper level of payments in lieu of taxes is inevitably distorted by politics and self-interest. Yale University and the city of New Haven attempted such a calculation as backgTound for ongoing negotiations concerning payments in lieu of taxes. Since the university was not legally bound by the results of the calculation, 29 it could reject or manipulate them for its own purposes. The calculation foreseeably resulted only in dispute, Yale claiming one figure represented its "hypothetical tax bill" and New Haven claiming another. 25. The agicement called for an annual payment of $60,000, subject to adjustment for annual increases or decreases in the city's operating budget. The payment is said to recompense the city for such services as street maintenance and police and fire protection. The state granted approval because the university is supported in part by state funds. Any property acquired by the university and removed from the tax list in the future will be charged annually for services at the rate of tax prevailing in the year of purchase, subject to an annual adjustment as above. Id.
26. Two less dramatic examples of municipal coercion both involved attempted university expansion. Boston recently amended its zoning law to reqtlire universities to obtain a "conditional use" permit to expand. Suffolk University agreed to pay a $10 head tax to the city for the permit. Interview with Ira Jackson, Special Assistant to the Mayor of Boston, at Boston, Mass., July 6, 1972. Recently, Northwestern University bought Evanston a S31,000 fire engine in exchange for approval of a zoning variance. The city initially had requested an annual payment in lieu of taxes. 
B. Service Charges
Frequently suggested as a compromise between repeal and maintenance of the property tax exemption is the so-called "service charge."31 Implementation of a service charge proposal would allow municipalities to assess charges against universities for the direct services they consume. 32 Service charges to exempt institutions fail, however, as an effective alternative mechanism for eliminating the burden on municipalities caused by the exemption 3 3 because such charges cannot effectively alleviate all of the "forced appropriation" of municipal revenue created by the present property tax exemption. Charging the university for the direct services it consumes merely reduces the existing subsidy to a level equal to that part of the university's hypothetical tax bill that would be designated to pay the nonallocable costs of municipal government. 3 4 There is no reason to assume that this reduced subsidy represents the true dollar value of the benefit a private university confers upon a municipality.
Furthermore, even if the reduced subsidy (the subsidy remaining after imposition of service charges) did equal the value of the benefits conferred upon the municipality, the service charge approach, like the payment in lieu of taxes approach, does not involve the state in financing its share of the public benefits generated by the university. Both approaches serve merely to shift the cost of the state's free benefits from the city to the university.
C. Eliminating the Exemption
Perhaps the simplest solution to the problems created by the property tax exemption would be to eliminate the exemption 3 5 and 31. Service or user charges refer to charges levied against residents for allocable municipal services consumed, e.g., electricity, water, sewerage and sanitation. Nonallocable costs are the general costs of city government, e.g., the mayor's salary, which cannot be allocated to specific users. See YALE/NEw HAVEN STUDY IV. 32. Recently, for example, Connecticut's Commission on Tax Reform suggested that tax-exempt properties be chirged for the costs of supplying water, sewerage and sanitation services. GOVERNOR'S COMIs'N ON TAX REFORM, LOCAL GOVERNMENT SCHOOLS AND PROPERTY 30 (1972) . See also A. BALK, supra note 3, at 136-37.
33. User charges levied on a city-wide basis would, however, lead to a more efficient allocation of resources. Municipal services are part of the cost of an activity and ideally should be reflected in the price of the goods or services that activity produces. Nonallocable costs of city government could be financed by a method that served distributional goals-a progressive municipal income tax, for example. Thus service charges to finance direct costs and a progressive taxing mechanism to finance indirect costs may be a viable alternative system of financing municipal government.
34. For example, assume that the university's hypothetical tax bill is S100 and that it consumes $40 in direct services. Charging the university for direct services it consumes fixes the level of subsidy at $60.
35. The commentators agree that the case law prior to Walz v. Tax Comm'n, 397 U.S. 664 (1970), suggests no "free exercise" obstacle to state repeal of the property Vol. 83: 181, 1973 allow the city and state to determine jointly the appropriate level and apportionment of public support. The city and state would simply make direct payments to the university 3 " and any inequitable municipal burden attributable to the property tax exemption would be eliminated. The political effectiveness of the university, of course, would be an important factor in determining what that level of support would be. 37 Yet eliminating the exemption and replacing it with direct payments could lead to a subsidy based directly on the city's and state's perceptions of the benefit they receive from the university 3s rather than on the university's hypothetical tax bill. 39 In addition, direct subsidies would make visible the actual financial relationship between taxpayers and the supported institution, 40 thus facilitating periodic review 41 of the public subsidy and periodic changes 42 if taxpayers should so demand.
On the other hand, the property tax exemption as a mechanism for providing a public subsidy to private universities has been justified as superior to direct payments because it frees the university from political interference via budgetary control, 43 thereby encouraging diversity and experimentation in the public-supported sector. 44 Furthermore, the exemption insures continuity of public support, thus facilitating long-range planning. These arguments are buttressed by general principles of academic freedom. Educational institutions should be free from direct governmental control to enable them to fulfill their role as independent critics of government action. 4 5 tax exemption for church-supported eleemosynary institutions. See Bittker, supra note' 6, at 1305 n.70; Property Tax Exemptions, supra note 3, at 204-06. WValz, however, contains dicta to the effect that elimination of the exemption "would tend to expand the involvement of government" in the activities of religious institutions. 397 U.S. at 674. HWalz also strongly hints that replacement of the exemption with direct subsidies to religious institutions would unconstitutionally involve the state in sectarian affairs. Id. at 675. The exemption may thus be the only way to support church-sponsored universities. 
See Property Tax Exemptions

D. State Payments to Municipalities
Since repeal of the property tax exemption is not at present a realistic political possibility, solution of the problems created by the exemption must be found in an alternative structure for provision of public subsidies to private education. One such structure, set forth later in this Note, involves direct state payments to the city in which a private university is located.5 0 The property tax exemption would still subsidize the universities, but the subsidy would be offset in part by the direct state payments.
This structure responds forthrightly to the most serious problem the exemption creates-receipt of benefits by state citizens not residing in the city at the expense of municipal taxpayers. State payments Kendrick, supra (1946) . State payments to cities hosting educational institutions, in effect, merely expand the tax base from which the costs of the exemption are borne. Cf. Walz v. Tax Comm'n, 397 U.S. 664, 673 (1970) .
to the city would reflect the value of these hitherto free benefits conferred on state citizens by a university. Such a plan would serve the interests of academic freedom by leaving the tax exemption intact. Moreover, preservation of the tax exemption should defuse the political opposition of powerful interest groups strongly committed to its preservation, e.g., churches, charitable institutions and universities.
II. Implementing the State Payments Approach
Although the state payments approach is an acceptable solution to the problem of the inequitable fiscal burden imposed upon cities by the property tax exemption, it poses practical difficulties of its own. Foremost among these is the problem of ascertaining the proper size of state payments to local governments. The difference between the present level of public support as determined by the property tax exemption and the level of support the city would offer in a fair bargaining situation might serve as the measure of state payments to municipalities. This approach avoids the disadvantage of establishing the municipal share of the public subsidy at a level independent of the actual benefits conferred by the university upon the municipality; the city "pays" the university only to the extent that it has benefited from the university's presence. Unfortunately, determining how much a given municipality would "pay" for the benefits conferred by a particular university is practically impossible. The hypothetical market value of such factors as the prestige of hosting an educational institution, the impact of the university on the availability of professional services, the contribution of the university's educated population to local government, and other tangible and intangible benefits attributable to a university is simply not subject to meaningful quantification.
The ratio of university-related benefits conferred upon the state to those conferred upon the host city, however, is a sound and workable organizing principle for determining the size of state payments to municipalities. The size of state payments under this principle would be a function of three variables: the amount of the existing subsidy given the university by the property tax exemption, the benefits accruing to the city and the benefits accruing to the state. 51 Once the size of the existing property tax exemption subsidy is as-51. The total subsidy would remain fixed at the level of the university's hypothetical tax bill. Thus, there is no guarantee that this remaining state subsidy would equal the amount that the state would offer under ideal market conditions. Cf. note 6 supra. certained, the state's share of the total subsidy would be proportionately equal to its share of the total benefits. 52 The amount the state should pay to the city, therefore, is equal to its portion of the total subsidy.5 3 Under this principle, of course, the level of municipal subsidy to private universities may not equal the level the city would offer the university under ideal market conditions. The advantage of a principle employing a ratio, however, is that problems of valuation are significantly less troublesome. A ratio minimizes certain errors of valuation, since errors which occur are likely to be reflected in both the state and municipal valuations and thus by means of the ratio will be somewhat neutralized. Furthermore, although this approach is not designed to equalize perfectly the subsidy granted and the benefits received on the municipal level, it causes the costs of the subsidy to be borne proportionally by both the state and city; the political unit that enjoys the greater proportion of public benefits will bear the greater burden of public support.
A. Determining the Hypothetical Tax Bill
The first step in calculating state payments under the ratio principle involves the measurement of the present level of the public subsidy enjoyed by private universities, i.e., the university's hypothetical property tax bill. The present property tax formula-the tax rate multiplied by a percentage of the assessed value of property-presents a major difficulty in calculating this hypothetical tax bill. Universities, relying upon the property tax exemption, have probably acquired more land and built more elaborate structures than they would have if faced with the annual cost of a property tax. 54 Calculating the hypothetical tax bill according to property valuations will produce a figure higher than the university would have paid if it had never been exempt and it thus overstates the revenue loss attributable to the property tax exemption.
52.
See note 64 infra. 53. Some states at present subsidize private universities by means of tax exemptions or by direct subsidy. See note 12 supra. As this simple example illustrates, the ratio principle would still be applicable. Assume that total support of the university is $20 ($15 from the city via the property tax exemption and S5 direct support from the state) and that total benefits attributable to the university are valued at $20 (S15 going to the state and $.5 going to the city). Since the state enjoys 75 percent of the benefits, according to the ratio principle it should bear 75 percent of the costs or $15. Consequently, the state payment should be $10.
54. For example, Yale University's Beinecke Rare Book Library was constructed on a university walking plaza; if that elaborate structure had been subject to taxation, it may not have been built and the rare books may have been located in existing library facilities. Interview with Robert Leone, Associate Director, Institute of Social and Policy Studies, Yale University, April 10, 1973.
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Alternatives to the University Property Tax Exemption An alternative procedure for measuring the university's tax bill was developed by the study group sponsored by Yale University and the city of New Haven. 5 5 It involves the use of a "mark-up"-the ratio of allocable municipal services consumed by a piece of property to that property's tax bill. For example, if the average parcel of real estate within a city receives $10 in direct services and pays $40 in taxes, the average mark-up is 4. For every $1 paid. for allocable municipal services, $3 are paid for nonallocable municipal services.5 6 If the value of allocable municipal services consumed by the university is calculated, that value can be multiplied by the mark-up to determine the university's hypothetical tax bill.Y
The relationship between allocable municipal services consumed by a piece of property and its tax bill is, in part, a function of whether it is used for industrial, commercial or residential purposes,58 a fact which the calculation of the university's hypothetical tax bill should take into account. 59 The amount of allocable municipal services supplied to each classification should be multiplied by the adjusted mark-up for that classification. 60 The hypothetical tax 55. YALE/NEW HAVEN STUDY N-I to N-4. 56. Assume, for example, that "New City's" revenue from taxes is $150 and that it delivers 550 in direct services, $20 of which is consumed by New City's only exempt institution, City College. Under present law the average mark-up for the city is 5, because taxpayers pay S150 in taxes and receive 530 in services (for every $1 in direct services consumed, a New City taxpayer pays on the average S5 in taxes).
If the university were taxed, the tax rate throughout the city would be lower, all other things being equal. Consequently, the mark-up will have to be adjusted to reflect the assumption that the university is being taxed. In New City, if the university were also taxed, assuming the same total revenue, the average mark-up for the city would be 3 since taxpayers would then receive $50 in services and pay .$150 in taxes.
57. In the New City example, supra note 56, the university tax bill would be $20 (direct services to City College) X 3 (adjusted average mark-up for New City) = $60.
58. The major difficulty with the mark-up approach lies in determining what share of allocable municipal services are consumed by the university and by other classifications of land users. The Yale/New Haven Study Group found that city departments generally possessed sufficient information to devise reasonable allocation methods and that these methods could be refined by controlling for possible biases; if allocations were to become a regular procedure, as a state payments approach would require, city departments could keep the records necessary to make allocations more easily and more accurately.6 2 Under such circumstances the mark-up should prove to be a realistic and workable procedure for measuring the university's hypothetical tax bill.
B. Determining the Flow of Public Benefits Attributable to Universities
After the present property tax exemption subsidy to a private university is measured, the next step is to ascertain how benefits conferred by that university are apportioned between city and state. 63 Such a calculation requires the identification of university activities which generate public benefits, the value of those benefits and the political units which enjoy them. The procedures adopted by 61 . For example, the Yale/New Haven Study Group allocated direct police costs to the various classes of land users by superimposing a land use map over a police department map which identified the number of crimes reported on relatively small plots of land. Thus it is possible to determine the number of reported crimes committed on commercial, industrial, residential, Yale, and "other" property. Direct police costs were allocated among the various land users in the same proportion as reported criminal activity. See YALE/NEw HAVEN STUDY IV-18 to -21. This approach assumes that the services provided in response to each call were equally costly.
63. Different parts of a state may actually receive proportionally more benefits than other parts, e.g., towns and communities that enjoy easy access to the university museums and art galleries as opposed to towns and communities at a much greater distance. In terms of matching costs and benefits, the adjacent communities should actually bear a greater percentage of the costs. The state is treated here as a single entity because in most cases the transaction costs of allocating benefits to specific areas in the state will exceed any efficiency gain in matching costs and benefits more accurately. Nevertheless, such a calculation is possible and in certain cases direct payments by surrounding communities may be appropriate.
the Yale/New Haven Study Group are illustrative of the methods that can be us'ed to make such a calculation.
The Yale/New Haven Study Group limited its valuation of university-conferred benefits to those which substitute for" or are analogous to services normally provided by government agencies. 4 The benefits were allocated between the city and state on the basis of which level of government could be expected to provide those benefits, or their analogues, in the university's absence65 The Study Group allocated benefits attributable to post-secondary educational programs, professional libraries and mental health programs to the state; benefits attributable to the university art gallery, the museum of natural history, and community health, education and welfare pro--rams were allocated to the city. The value of these benefits was generally calculated at the cost to Yale 0 of providing them less all outside revenue, e.g., federal and state grants and admission fees. 0 7 The Yale/New Haven Study illustrates that procedures can be adopted to produce, at reasonable cost, a fairly accurate valuation of benefits conferred by the university on city and state. Once these benefits have been determined, the ratio of city benefits to state benefits may be used to determine the state payment to the city. 8 64. No attempt was made to calculate the value of those benefits flowing from the fact that colleges, especially the larger universities, employ many individuals, consume local goods and services and attract out-of-state purchasers. Local commerce and industry also provide these benefits and are fully taxed on their property. It is reasonable to focus on those benefits that are substitutes for or analogous to public benefits provided by government since it is those benefits that are said to justify the exemption. See note 4 supra. 61. The determination of which governmental unit would probably provide each type of benefit was somewhat arbitrary. More sophisticated allocations, however, are possible. For example, although an art gallery or museum may be most frequently visited by city residents and school children, state residents not living in the city also benefit from these facilities. Thus, a portion of the total benefit attributable to the museum or art gallery should be allocated to the state.
66. The benefit derived from post-secondary education programs at Yale for Connecticut undergraduate and graduate students was based on the average state subsidy to state colleges. The benefit derived from the training of doctors and lawyers who would settle in Connecticut was based on the university's actual expense less all outside revenue. YALE/NEW HAVEN STUDY V-6. 67. Since the benefits provided by the university are substitutes for or analogues of public goods, market prices for these benefits do not exist. The university's cost basis of its inputs was used as a proxy for the market price of services.
68. This Note has focused on the relationship between the city and state, although the nation also benefits from the operation of educational institutions. See note 7 supra.
While the problems of valuation would become exceedingly complex, the federal government could be added to each side of the equation. This addition might scale down the municipal and state subsidies of private universities in relation to the proportion of university benefits received and subsidies granted by the federal government.
III. Conclusion
The private university's property tax exemption in effect forces local taxpayers to pay for those public benefits conferred by the university upon state citizens not residing in the city. The present alternative to the exemption-payments in lieu of taxes-and a frequently suggested alternative-service charges-prove to be inadequate solutions to this problem. Repeal of the exemption is not a realistic political possibility. State payments to the cities hosting educational institutions can, however, deal with this problem of forcing local taxpayers to pay for benefits conferred upon the state. While there are valuation, difficulties in the state payments approach, they are not so serious as to make a state payments approach unworkable.
Furthermore, the valuations suggested here may reveal, in certain cases, that university benefits far exceed public support, suggesting that university support should be supplemented. Or the valuations may indicate that the exemption significantly oversupports the university, suggesting that the exemption mechanism itself should be altered. In the latter case, perhaps the data these valuations would offer might shake the existing security of the exemption. 69. The controversy surrounding the property tax exemption in many cities has focused on universitics because they own significantly more land and consume substantially more municipal services than most exempt institutions. Nevertheless, the analysis and solution developed in this Note are applicable to all property of taxexempt institutions whose benefits are conferred on both the state and local level.
